AUTHENTICATED
U.S. GOVERNMENT
INFORMATION

GPO

Farm Credit Administration

(c) Is in good standing as a certified
and licensed public accountant under
the laws of the State or other political
subdivision of the United States in
which is located the home office or cor-
porate office of the institution that is
to be audited;

(d) Is not suspended or otherwise
barred from practice as an accountant
or public accountant before the Securi-
ties and Exchange Commission (SEC)
or any other appropriate Federal or
State regulatory authority; and

(e) Is independent of the institution
that is to be audited. For the purposes
of this definition, the term ‘inde-
pendent’” has the same meaning as
under the rules and interpretations of
the authoritative body governing over-
all audit performance. At a minimum,
an accountant hired to audit a System
institution is not independent if he or
she functions in the role of manage-
ment, audits his or her own work, or
serves in an advocacy role for the insti-
tution.

[71 FR 76119, Dec. 20, 2006, as amended at 74
FR 28599, June 17, 2009]

§619.9310 Senior officer.

The Chief Executive Officer, the
Chief Operations Officer, the Chief Fi-
nancial Officer, the Chief Credit Offi-
cer, and the General Counsel, or per-
sons in similar positions; and any other
person responsible for a major policy-
making function.

[71 FR 5764, Feb. 2, 2006]

§619.9320 Shareholder or stockholder.

A holder of any equity interest in a
Farm Credit institution.

[75 FR 18744, Apr. 12, 2010]

§619.9330 Speculative purposes.

To buy or sell with the expectation of
profiting by fluctuations in price.

[40 FR 49078, Oct. 21, 1975]

§619.9335 Supplemental retirement
plan or supplemental executive re-
tirement plan.

A nonqualified retirement plan that
provides benefits in addition to those
covered by other retirement plans for
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all employees and funded in whole or
part by a Farm Credit institution.

[77 FR 60596, Oct. 3, 2012]

§619.9338 Unincorporated
entities.

business

An Unincorporated Business Entity
means a Limited Partnership (LP),
Limited Liability Partnership (LLP),
Limited Liability Limited Partnership
(LLLP), Limited Liability Company
(LLC), Business or other Trust Entity
(TE), or other business entity estab-
lished and maintained under State law
that is not incorporated under any law
or chartered under Federal law.

[78 FR 31834, May 28, 2013]

§619.9340 Variable interest rate.

An interest rate on the outstanding
loan balances, which may be changed
from time to time during the period of
the loan, if provision is made in the
note or loan document.
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620.17 Special notice provisions for events
related to noncompliance with minimum
regulatory capital ratios.

Subpart E—Subpart E—Annual Meeting In-
formation Statements and Other Infor-
mation To Be Furnished in Connection
with Annual Meetings and Director
Elections

620.20 Preparing and distributing the infor-
mation statement.

620.21 Contents of the information state-
ment and other information to be fur-
nished in connection with the annual
meeting or director elections.

Subpart F—Bank and Association Audit
and Compensation Committees

620.30 Audit committees.
620.31 Compensation committees.

AUTHORITY: Secs. 4.3, 4.3A, 4.19, 5.9, 5.17,
5.19 of the Farm Credit Act (12 U.S.C. 2154,
2154a, 2207, 2243, 2252, 2254); sec. 424 of Pub. L.
100233, 101 Stat. 1568, 1656; sec. 514 of Pub. L.
102-552, 106 Stat. 4102.

Subpart A—General

§620.1 Definitions.

For the purpose of this part, the fol-
lowing definitions shall apply:

(a) Affiliated organization means any
organization, other than a Farm Credit
organization, of which a director, sen-
ior officer or nominee for director of
the reporting institution is a partner,
director, officer, or majority share-
holder.

(b) Association means any of the asso-
ciations as described in §619.9050 of this
chapter.

(c) Bank means any of the Farm
Credit banks as described in §619.9140 of
this chapter.

(d) Direct lender association means any
association that is a direct lender as
described in §619.9135 of this chapter.

(e) Immediate family means spouse,
parents, siblings, children, mothers-
and fathers-in-law, brothers- and sis-
ters-in-law, and sons- and daughters-in-
law.

(f) Institution means any bank or as-
sociation chartered by the Act.

(g) Loan means any extension of cred-
it or lease that is recorded as an asset
of a reporting institution, whether
made directly or purchased from an-
other lender. The term ‘‘loan’ in-

12 CFR Ch. VI (1-1-21 Edition)

cludes, but is not limited to, loans
originated through direct negotiations
between the reporting institution and a
borrower; purchased loans or interests
in loans, including participation inter-
ests, retained subordinated participa-
tion interests in loans sold, interests in
pools of subordinated participation in-
terests that are held in lieu of retain-
ing a subordinated participation inter-
est in loans sold; contracts of sale;
notes receivable; and other similar ob-
ligations and lease financings.

(h) Material. The term material, when
used to qualify a requirement to fur-
nish information as to any subject,
limits the information required to
those matters to which there is a sub-
stantial likelihood that a reasonable
person would attach importance in
making shareholder decisions or deter-
mining the financial condition of the
institution.

(1) Normal risk of collectibility means
the ordinary risk inherent in the lend-
ing operation. Loans that are deemed
to have more than a normal risk of col-
lectibility include, but are not limited
to, any adversely classified loans.

(j) Permanent capital shall have the
same meaning as set forth in §615.5201
of this chapter.

(k) Protected borrower capital means
eligible borrower stock as defined in
§615.5260 of this chapter.

(1) Related association means an asso-
ciation within the reporting bank’s
chartered territory that generates
loans for the bank or whose operations
the bank funds.

(m) Related bank means a reporting
association’s funding bank or the bank
for which it generates loans.

(n) Related organization means any
Farm Credit institution that is a
shareholder of the reporting institu-
tion or in which the reporting institu-
tion has an ownership interest.

(0) Report refers to the annual report,
quarterly report, notice, or informa-
tion statement, regardless of form, re-
quired by this part unless otherwise
specified.

(p) Signed, when referring to paper
form, means a manual signature, and,
when referring to electronic form,
means marked in a manner that au-
thenticates each signer’s identity.

234



Farm Credit Administration

(a) Significant event means any event
that is likely to have a material im-
pact on the reporting institution’s fi-
nancial condition, results of oper-
ations, cost of funds, or reliability of
sources of funds. The term ‘‘significant
event’’ includes, but is not limited to,
actual or probable noncompliance with
the regulatory minimum permanent
capital standards or capital adequacy
requirements, stock impairment, the
imposition of or entering into enforce-
ment actions, execution of financial as-
sistance agreements with other institu-
tions, collateral deficiencies that im-
pact a bank’s ability to obtain loan
funds, or defaults on debt obligations.

[61 FR 8656, Mar. 13, 1986, as amended at 51
FR 42086, Nov. 21, 1986; 53 FR 3337, Feb. 5,
1988; 56 FR 29421, June 27, 1991; 56 FR 42649,
Aug. 28, 1991; 58 FR 48791, Sept. 20, 1993; 59 FR
37406, July 22, 1994; 62 FR 15092, Mar. 31, 1997;
63 FR 39229, July 22, 1998; 67 FR 16633, Apr. 8,
2002; 70 FR 35357, June 17, 2005; 71 FR 5764,
Feb. 2, 2006; 75 FR 18744, Apr. 12, 2010]

§620.2 Preparing and filing reports.

For the purposes of this part, the fol-
lowing shall apply:

(a) Copies of each report required by
this part, including financial state-
ments and related schedules, exhibits,
and all other papers and documents
that are a part of the report, must be
sent to the Farm Credit Administra-
tion according to our instructions.
Submissions must comply with the re-
quirements of §620.3 of this part. The
Farm Credit Administration must re-
ceive the report within the period pre-
scribed under applicable subpart sec-
tions.

(b) The reports must be available for
public inspection at the issuing institu-
tion and the Farm Credit Administra-
tion office with which the reports are
filed. Farm Credit bank reports must
also be available for public inspection
at each related association’s office(s).

(c) The reports sent to shareholders
must comply with the requirements of
§620.3 and electronic delivery of those
reports requires shareholder agree-
ment.

(d) Information in any part of a re-
port may be incorporated by reference
in answer or partial answer to any
other item of the report, unless in-

§620.2

structions for the report state other-
wise.

(e) All items of essentially the same
character as items required to be re-
ported in the reports of condition and
performance pursuant to part 621 of
this chapter shall be prepared in ac-
cordance with the rules set forth in
part 621.

(f) No disclosure required by subparts
B and E of this part shall be deemed to
violate any regulation of the Farm
Credit Administration.

(g) Each Farm Credit institution
shall present its reports in accordance
with generally accepted accounting
principles and in a manner that pro-
vides the most meaningful disclosure
to shareholders.

(1) Any Farm Credit institution that
presents its annual and quarterly fi-
nancial statements on a combined or
consolidated basis shall also include in
the report the statement of condition
and statement of income of the institu-
tion on a stand-alone basis. The stand-
alone statements may be in summary
form and shall disclose the basis of
presentation if different from account-
ing policies of the combined or consoli-
dated statements.

(2) Any bank that prepares its finan-
cial statements on a stand-alone basis
shall provide in the footnotes accom-
panying its annual report supplemental
information containing a condensed
statement of condition and statement
of income for the bank’s related asso-
ciations on a combined basis. The con-
densed statements may be unaudited
and shall disclose the basis of presen-
tation if different from accounting
policies of the bank-only statements.

(h)(1) Each institution’s annual re-
port or notice must state, in a promi-
nent location within the report or no-
tice:

(i) That the institution’s quarterly
reports are available free of charge on
request;

(ii) The approximate dates the quar-
terly reports will be available; and

(iii) The telephone numbers and ad-
dresses (including information on any
other distribution method the institu-
tion makes available) where share-
holders can request or obtain copies of
the quarterly reports.
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(2) Each association must state, in a
prominent location within each report:

(i) That the shareholders’ investment
in the association may be materially
affected by the financial condition and
results of operations of the related
bank;

(ii) That (if not otherwise provided) a
copy of the bank’s financial reports to
shareholders will be made available
free of charge on request; and

(iii) The telephone numbers and ad-
dresses (including information on any
other distribution method the associa-
tion makes available) where share-
holders can request or obtain copies of
the related bank’s financial reports.

(3) Each institution shall, after re-
ceiving a request for a report, provide
the report to the requestor. The first
copy of the requested report shall be
provided to the requestor free of
charge.

(i) Any events that have affected one
or more related organizations of the re-
porting institution that are likely to
have a material effect on the financial
condition, results of operations, cost of
funds, or reliability of sources of funds
of the reporting institution shall be
considered significant events for the
reporting institution and shall be dis-
closed in the reports. Any significant
event affecting the reporting institu-
tion that occurred during the preceding
fiscal quarters that continues to have a
material effect on the reporting insti-
tution shall be considered significant
events of the current fiscal quarter and
shall be disclosed in the reports.

[61 FR 8656, Mar. 13, 1986, as amended at 51
FR 21340, June 12, 1986; 56 FR 29421, June 27,
1991; 58 FR 27923, May 12, 1993; 58 FR 48791,
Sept. 20, 1993; 62 FR 15092, Mar. 31, 1997; 66 FR
14301, Mar. 12, 2001; 67 FR 16633, Apr. 8, 2002;
71 FR 76119, Dec. 20, 2006; 77 FR 60597, Oct. 3,
2012]

EFFECTIVE DATE NOTE: At 85 FR 63430, Oct.
8, 2020, §620.2 was amended by revising para-
graph (g), effective 30 days after publication
in the Federal Register during which either
or both Houses of Congress are in session.
For the convenience of the user, the revised
text is set forth as follows:

§620.2 Preparing and filing reports.

* * * * *

(g) Each Farm Credit institution shall
present its reports in accordance with gen-
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erally accepted accounting principles and in
a manner that provides the most meaningful
disclosure to shareholders.

(1) Any Farm Credit institution that pre-
sents its annual and quarterly financial
statements on a combined or consolidated
basis shall also include in the report the
statement of condition and statement of in-
come of the institution on a stand-alone
basis. The stand-alone statements may be in
summary form and shall disclose the basis of
presentation if different from accounting
policies of the combined or consolidated
statements.

(2) Any Farm Credit bank that prepares its
annual financial statements on a stand-alone
basis must also provide financial informa-
tion on its related associations as part of its
annual report. The information on the re-
lated associations must be presented on a
combined basis with the bank’s financial in-
formation and, at a minimum, include both a
condensed statement of condition and a
statement of income. The combined bank
and association financial information may
either be in the footnotes of the bank’s an-
nual report or located in a supplement to the
report. All combined information provided
through either a footnote or a supplement
will be considered part of the bank’s annual
report, subject to the same annual report
preparation, distribution, and accuracy re-
quirements of part 620.

(i) The combined bank and association fi-
nancial information may be unaudited but
must disclose the basis of presentation if dif-
ferent from accounting policies used for the
bank-only financial statements.

(ii) If the combined bank and association
financial information is presented in the
form of a supplement, the supplement must
be referenced within the bank’s annual re-
port and accompany the annual report when
distributed.

* * * * *

§620.3 Accuracy of reports and assess-
ment of internal control over finan-
cial reporting.

(a) Prohibition against incomplete, in-
accurate, or misleading disclosures. No
institution and no employee, officer,
director, or nominee for director of the
institution shall make any disclosure
to shareholders or the general public
concerning any matter required to be
disclosed by this part that is incom-
plete, inaccurate, or misleading. When
any such person makes disclosure that,
in the judgment of the Farm Credit Ad-
ministration, is incomplete, inac-
curate, or misleading, whether or not
such disclosure is made in disclosure
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statements required by this part, such
institution or person shall make such
additional or corrective disclosure as is
necessary to provide shareholders and
the general public with a full and fair
disclosure.

(b) Signatures. The name and position
title of each person signing the report
must be printed beneath his or her sig-
nature. If any person required to sign
the report has not signed the report,
the name and position title of the indi-
vidual and the reason(s) such indi-
vidual is unable or refuses to sign must
be disclosed in the report. All reports
must be dated and signed on behalf of
the institution by:

(1) The chief executive officer (CEO);

(2) The chief financial officer (CFO),
or if the institution has no CFO, the of-
ficer responsible for preparing financial
reports; and

(3) A board member formally des-
ignated by action of the board to cer-
tify reports on behalf of individual
board members.

(c) Certification of financial accuracy.
The report must be certified as finan-
cially accurate by the signatories to
the report. If any signatory is unable
to, or refuses to, certify the report, the
institution must disclose the individ-
ual’s name and position title and the
reason(s) such individual is unable or
refuses to certify the report. At a min-
imum, the certification must include a
statement that:

(1) The signatories have reviewed the
report,

(2) The report has been prepared in
accordance with all applicable statu-
tory or regulatory requirements, and

(3) The information is true, accurate,
and complete to the best of signatories’
knowledge and belief.

(d) Management assessment of internal
control over financial reporting. Annual
reports of those institutions with over
$1 billion in total assets (as of the end
of the prior fiscal year) must include a
report by management assessing the ef-
fectiveness of the institution’s internal
control over financial reporting. The
assessment must be conducted during
the reporting period and be reported to
the institution’s board of directors.
Quarterly and annual reports for those
institutions with over $1 billion in
total assets (as of the end of the prior

§620.4

fiscal year) must disclose any material
change(s) in the internal control over
financial reporting occurring during
the reporting period.

[71 FR 76119, Dec. 20, 2006, as amended at 74
FR 28599, June 17, 2009]

Subpart B—Annual Report to
Shareholders

§620.4 Preparing and providing the
annual report.

(a) Each institution of the Farm
Credit System must:

(1) Prepare and send to the Farm
Credit Administration an electronic
copy of its annual report within 75 cal-
endar days of the end of its fiscal year;

(2) Publish a copy of its annual re-
port on its Web site when it sends the
report electronically to the Farm Cred-
it Administration;

(3) Provide prior written notification
to its shareholders that the institution
will publish its annual report on the in-
stitution’s Web site when the report is
sent electronically to the Farm Credit
Administration; and

(4) Within 90 calendar days of the end
of its fiscal year, prepare and provide
to its shareholders an annual report
substantively identical to the copy of
the report sent to the Farm Credit Ad-
ministration under paragraph (a)(l) of
this section.

(b)(1) A bank must provide its annual
report to the shareholders of all related
associations if the bank experiences a
significant event that has a material
effect on those associations.

(2) Any bank that is required by
paragraph (b)(1) of this section to pro-
vide its annual report must coordinate
its distribution with its related asso-
ciations.

(c) The report must contain, at a
minimum, the information required by
§§620.5 and 620.6. In addition, the report
must contain such other information
as is necessary to make the required
statements, in 1light of the cir-
cumstances under which they are
made, not misleading.

[61 FR 8656, Mar. 13, 1986. Redesignated and
amended at 56 FR 29421, 29422, June 27, 1991;
62 FR 15093, Mar. 31, 1997; 66 FR 14301, Mar.
12, 2001; 67 FR 16633, Apr. 8, 2002; 71 FR 76119,
Dec. 20, 2006; 72 FR 68061, Dec. 4, 2007; 77 FR
60597, Oct. 3, 2012]
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§620.5 Contents of the annual report
to shareholders.

The report must contain the fol-
lowing items in substantially the same
order:

(a) Description of business. The de-
scription must include a brief discus-
sion of the following items:

(1) The territory served;

(2) The persons eligible to borrow;

(3) The types of lending activities en-
gaged in and related services offered.
Each bank shall also briefly describe
the lending and related services offered
by its related associations, as well as
related services offered to the bor-
rowers in the bank’s chartered terri-
tory by any service corporation char-
tered under the Act in which it has an
ownership interest. Each association
shall briefly describe the lending and
related services offered by its related
organizations or incorporate by ref-
erence relevant portions of the related
bank’s report, if such report is provided
to association shareholders;

(4) Any significant developments
within the last 5 years that had or
could have a material impact on earn-
ings, interest rates to borrowers, pa-
tronage, or dividends, including, but
not limited to, changes in the report-
ing entity, changes in patronage poli-
cies and practices, and financial assist-
ance provided by or to the institution
through loss-sharing or capital preser-
vation agreements or from any other
source;

(5) Any acquisition or disposition of
material assets during the last fiscal
year, other than in the ordinary course
of business;

(6) Any material change during the
last fiscal year in the manner of con-
ducting the business;

(7) Any seasonal characteristics of
the institution’s business;

(8) Any concentrations of more than
10 percent of its assets in particular
commodities or particular types of ag-
ricultural activity or business, and the
institution’s dependence, if any, upon a
single customer, or a few customers,
including other financing institutions
(OFIs), the loss of any one of which
would have a material effect on the in-
stitution; and

(9) A brief description of the business
of any related Farm Credit institution,
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as described in §619.9146 of this chapter,
and the nature of the institution’s rela-
tionship with such organization.

(10) For associations, in a separate
section of the annual report, discuss
the interdependent relationship be-
tween the association and its funding
bank, including, but not limited to, the
financial relationship, a service pro-
vider relationship, other material oper-
ational relationships, and other spe-
cific issues or areas that create a mate-
rial interdependent relationship be-
tween the association and its funding
bank. This separate section may incor-
porate by reference information from
other sections of the annual report. At
a minimum, the separate section must
include the statement required by
§620.2(h)(2)(i) of this part and the fol-
lowing information required elsewhere
in this section, if applicable:

(i) The association’s obligation to
borrow only from the bank unless the
bank gives the association approval to
borrow elsewhere;

(ii) The major terms of any capital
preservation, loss sharing, or financial
assistance agreements between the as-
sociation and the bank;

(iii) Any statutory or bank bylaw
provisions authorizing bank access to
the capital of the association; and

(iv) The extent the bank assumed the
association’s exposure to interest rate
risk.

(11) For banks and associations, busi-
ness relationships with unincorporated
business entities (UBESs).

(i) Except as provided in paragraph
(a)(12)(ii) of this section, describe the
business relationship with any UBE, as
defined in §611.1151 of this chapter,
that was organized by the bank or asso-
ciation or in which the bank or asso-
ciation has an equity interest. Include
in the description the name of the
UBE, the type of business entity, the
purpose for which the UBE was orga-
nized, the scope of its activities, and
the level of ownership. If the bank or
association does not have an equity in-
terest, but manages the operations of a
UBE that is controlled by a System in-
stitution, describe this business rela-
tionship and any fees received.

(ii) If the UBE is organized for the
purpose of acquiring and managing un-
usual or complex collateral associated
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with loans, the bank or association
need only disclose the name of the
UBE, the type of business entity, and
the purpose for which the UBE was or-
ganized.

(b) Description of property. State the
location of and briefly describe the
principal offices, i.e., headquarters, and
major facilities where the institution
makes and services its loans, and other
materially important physical prop-
erties (other than property acquired in
the course of collecting a loan) of the
institution.

(c) Legal proceedings and enforcement
actions. (1) Describe briefly any mate-
rial pending legal proceedings, other
than ordinary routine litigation inci-
dental to the business, to which the in-
stitution is a party, of which any of its
property is the subject, or which in-
volved claims that the institution may
be required by contract or operation of
law, to satisfy.

(2) Describe the type of and reason
for each enforcement action in effect,
i.e., agreements, cease and desist or-
ders, temporary cease and desist or-
ders, prohibitions and removals of offi-
cers or directors, or civil money pen-
alties, if any, imposed or assessed on
the institution or its officers or direc-
tors and the amount of any civil money
penalties assessed.

(d) Description of capital structure. (1)
Describe each class of stock and par-
ticipation certificates the institution
is authorized to issue and the rights,
duties, and liabilities of each class. The
description shall include:

(i) The number of shares of each class
outstanding;

(ii) The par or face value;

(iii) The voting and dividend rights;

(iv) The order of priority upon im-
pairment or liquidation;

(v) The institution’s retirement poli-
cies and restrictions on transfer;

(vi) The statutory requirement that a
borrower purchase stock as a condition
to obtaining a loan;

(vii) The manner in which the stock
is purchased (i.e., promissory note to
the issuer, or cash not advanced by
issuing institution);

(viii) The statutory authority of the
institution to require additional cap-
ital contributions, if any; and

§620.5

(ix) The statutory and regulatory re-
strictions regarding retirement of
stock and distribution of earnings pur-
suant to §615.5215 of this chapter, and
any requirements to add capital under
a plan approved by the Farm Credit
Administration pursuant to §615.56350,
§615.5351, §615.53563, §615.5357, or §628.301
of this chapter.

(2) Describe regulatory minimum
capital standards, and the institution’s
compliance with such standards. For
banks, also discuss any related associa-
tions that are not currently in compli-
ance with the standards.

(3) State whether the institution is
currently prohibited from retiring
stock or distributing earnings by the
statutory and regulatory restrictions
described in paragraph (d)(1)(ix) of this
section, or knows of any reason such
prohibitions may apply during the fis-
cal year subsequent to the fiscal year
just ended.

(4) Describe the institution’s capital
adequacy requirements and the min-
imum stock purchase requirement in
effect.

(e) Description of liabilities. (1) De-
scribe separately the institution’s in-
sured and uninsured debt, indicating
the type, amount, maturity, and inter-
est rates of each category of obliga-
tions outstanding at the end of the fis-
cal year just ended. Describe the na-
ture of the insurance provided under
part E of title V of the Act. Describe
any applicable statutory and regu-
latory restrictions on the institution’s
ability to incur debt.

(2) Describe fully the institution’s
rights and obligations under any agree-
ment, formal or informal, between the
institution and any other person or en-
tity having to do with capital preserva-
tion, loss sharing, or any other form of
financial assistance.

(3) Describe any statutory authori-
ties or obligations to contribute to or
on behalf of another institution of the
Farm Credit System.

(4) Describe supplemental retirement
plans funded by the institution on be-
half of senior officers and employees.
The description for each plan must in-
clude the:

(i) Plan name;

(i) Present value of accumulated
benefits;
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(iii) Payments made during the re-
porting period;

(iv) Funded and unfunded obliga-
tions; and

(v) Off-balance sheet amounts, in-
cluding benefits earned but not vested.

(f) Selected financial data. Furnish in
comparative columnar form for each of
the last 5 fiscal years the following fi-
nancial data, if material:

(1) For banks and direct lender associa-
tions—(i) Balance sheet.

(A) Total assets.

(B) Investments.

(C) Loans.

(D) Allowance for losses.

(E) Net loans.

(F') Other property owned.

(G) Total liabilities.

(H) Obligations with maturities less
than 1 year.

(I) Obligations
longer than 1 year.

(J) Protected borrower capital.

(K) At-risk capital.

(I) Stock and participation certifi-
cates.

(2) Allocated surplus.

(3) Unallocated surplus.

(i1) Statement of income. (A) Net inter-
est income.

(B) Provision for loan losses.

(C) Extraordinary items.

(D) Net income.

(iii) Key financial ratios. (A) Return
on average assets.

(B) Return on average protected bor-
rower capital and at-risk capital.

(C) Net interest margin as a percent-
age of average earning assets.

(D) Protected and at-risk capital-to-
total assets.

(E) Net chargeoffs-to-average loans.

(F) Allowance for loan losses-to-
loans.

(iv) Net income distributed. (A) Divi-
dends.

(B) Patronage refunds.

(1) Cash.

(2) Stock.

(3) Allocated surplus.

(2) For all banks (on a bank-only basis):

(i) Permanent capital ratio.

(ii) CET1 capital ratio.

(iii) Tier 1 capital ratio.

(iv) Total capital ratio.

(v) Tier 1 leverage ratio.

(3) For all associations:

(i) Permanent capital ratio.

with maturities

12 CFR Ch. VI (1-1-21 Edition)

(ii) CET1 capital ratio.

(iii) Tier 1 capital ratio.

(iv) Total capital ratio.

(4) The annual report for each fiscal
year ending in 2017 through 2021 shall
also include in comparative columnar
form for each fiscal year ending in 2012
through 2016, the following ratios:

(i) Core surplus ratio.

(ii) Total surplus ratio.

(iii) For banks only, net collateral
ratio.

(iv) Tier 1 leverage ratio.

(g) Management’s discussion and anal-
ysis of financial condition and results of
operations. Fully discuss any material
aspects of the institution’s financial
condition, changes in financial condi-
tion, and results of operations during
the last 2 fiscal years, identifying fa-
vorable and unfavorable trends, and
significant events or uncertainties. In
addition to the items enumerated
below, the discussion shall provide
such other information as is necessary
to an understanding of the institu-
tion’s financial condition, changes in
financial condition, and results of oper-
ations.

(1) Loan portfolio. (i) Describe the
types of loans in the portfolio by major
category (e.g., agricultural real estate
mortgage loans, rural home loans, agri-
cultural production loans, processing
and marketing loans, farm business
loans, and international loans), indi-
cating the approximate percentage of
the total dollar portfolio represented
by each major category. Associations
that make agricultural production
loans shall provide the information re-
quired for such loans by major sub-
category (e.g., cash grains, field crops,
livestock, dairy, poultry, and timber).
For each category and subcategory,
discuss any special features of the
loans that may be material to the eval-
uation of risk and any economic or
business conditions that have had or
are likely to have a material impact on
their collectibility. For banks, also dis-
close separately the aggregate amount
of loans outstanding to related associa-
tions and other financial institutions.

(ii) Describe the geographic distribu-
tion of the loan portfolio by State or
other significant geographic division, if
any.
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(iii) Purchases and sales of loans. (A)
Describe any material participation in
the Federal Agricultural Mortgage Cor-
poration program or origination of
loans for resale.

(B) Disclose the amount of purchased
loans, loans sold with recourse, re-
tained subordinated participation in-
terests in loans sold, and interests in
pools of subordinated participation in-
terests that are held in lieu of retain-
ing a subordinated participation inter-
est in the loans sold.

(iv) Risk exposure. For the periods
covered by the financial statements
provide:

(A) An analysis of high-risk assets
and loan performance categories, to in-
clude, but not limited to, a discussion
of the nature and extent of significant
potential credit risks within the loan
portfolio, or other information that
could adversely impact performance of
the loan portfolio in the near future;

(B) An analysis of the allowance for
loan losses that includes the ratios of
the allowance to loans and net
chargeoffs to average loans, and a dis-
cussion of the adequacy of the allow-
ance for losses;

(C) Financial assistance given or re-
ceived under districtwide or System-
wide loss-sharing or capital preserva-
tion agreements or otherwise;

(D) For banks, a description in the
aggregate of the recent loss experience
of related associations that are its
shareholders, including the items enu-
merated in paragraphs (g)(1)({iv) (A),
(B), and (C) of this section.

(BE) Describe any material obligations
with respect to loans sold and the
amount of any material contributions
made in connection with loans sold
into the secondary market. Further
disclose the amount of risk of loss as-
sociated with such obligations and the
amount included in the allowance for
losses to provide for such risk.

(2) Results of operations. (i) Describe,
on a comparative basis, changes in the
major components of net interest in-
come during the last 2 fiscal years, de-
scribing significant factors that con-
tributed to the changes and quanti-
fying the amount of change(s) due to
an increase in volume or the introduc-
tion of new services and the amount
due to changes in interest rates earned
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and paid, based on averages for each
period.

(ii) Describe any unusual or infre-
quent events or transactions or any
significant economic changes, includ-
ing, but not limited to, financial assist-
ance received or paid that materially
affected reported income. In each case,
indicate the extent to which income
was so affected.

(iii) Discuss the factors underlying
the material changes, if any, in the re-
turn on average assets, the return on
average protected borrower capital and
at-risk capital, and the permanent cap-
ital ratio as determined in accordance
with part 615, subpart H of this chap-
ter. An explanation of the basis of the
calculation of ratios relating to perma-
nent capital and at-risk capital shall
be included.

(iv) Describe, on a comparative basis,
the major components of operating ex-
pense, indicating the reasons for sig-
nificant increases or decreases.

(v) Describe any other significant
components of income or expense, in-
cluding, but not limited to, income
from investments, that should be de-
scribed in order to understand the in-
stitution’s results of operations.

(vi) Discuss any events affecting a re-
lated organization that are likely to
have a material effect on the reporting
institution’s financial condition, re-
sults of operations, cost of funds, or re-
liability of sources of funds.

(vii) Describe any known trends or
uncertainties that have had, or that
the institution reasonably expects will
have, a material impact on net interest
income or net income. Disclose any
events known to management that will
cause a material change in the rela-
tionship between costs and revenues.

(3) Liquidity and funding sources—(i)
Funding sources. (A) Describe the aver-
age and year end amounts, maturities,
and interest rates on outstanding con-
solidated System-wide debt obliga-
tions, bond obligations, or any other
obligations used to fund the institu-
tion’s lending operations.

(B) Describe existing lines of credit
and their terms.

(C) Describe the institution’s capital
accounts and other sources of lendable
funds.
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(ii) Liquidity. (A) Discuss the institu-
tion’s liquidity policy and the compo-
nents of asset liquidity, including, but
not limited to, cash, investment securi-
ties, and maturing loan repayments.
Assess the ability of the institution to
generate adequate amounts of cash to
fund its operations and meet its obliga-
tions.

(B) Discuss any known trends that
are likely to result in a liquidity defi-
ciency and the course of action man-
agement intends to take to resolve it.
Discuss any material increase or de-
crease in liquidity that is likely to
occur.

(C) Discuss the institution’s partici-
pation in the Federal Agricultural
Mortgage Corporation secondary mar-
ket programs authorized by title VIII
of the Act and the origination of loans
for resale under other authorities, if
any.

(iii) Funds management. (A) Discuss
the institution’s interest rate pro-
grams and the institution’s ability to
control interest rate margins.

(B) Discuss changes in net interest
margin (net interest income as a per-
centage of average earning assets), ex-
plaining the reasons therefor.

(4) Capital resources. (i) Describe any
material commitments to purchase
capital assets and the anticipated
sources of funding.

(ii) Describe any material trends or
changes in the mix and cost of debt and
capital resources. The discussion shall
consider changes in permanent capital,
CET1 capital, tier 1 capital, total cap-
ital, the tier 1 leverage ratio, debt, and
any off-balance-sheet financial ar-
rangements.

(iii) Describe any favorable or unfa-
vorable trends in the institution’s cap-
ital resources.

(iv) Discuss and explain any material
changes in capital ratios, noting any
material adverse variances from regu-
latory guidelines.

(v) Discuss the adequacy of the cur-
rent capital position and any material
changes in the capital plan adopted
pursuant to §615.5200 of this chapter, to
the extent that such changes may have
an effect on the institution’s minimum
stock purchase requirements and its
ability to retire stock and distribute
earnings.
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(vi) Discuss any trends, commit-
ments, contingencies, or events that
are reasonably likely to have a materi-
ally adverse effect upon the institu-
tion’s ability to meet the regulatory
minimum capital standards and capital
adequacy requirements.

(h) Directors and senior officers. In a
separate section of the annual report,
make the disclosures required in §620.6
of this part.

(1) Relationship with qualified public
accountant. (1) If a change or changes
in qualified public accountants have
taken place since the last annual re-
port to shareholders or if a disagree-
ment with a qualified public account-
ant has occurred that the institution
would be required to report to the
Farm Credit Administration under part
621 of this chapter, the information re-
quired by §621.4(c) and (d) of this chap-
ter must be disclosed.

(2) Disclose the total fees, by the cat-
egory of services provided, paid during
the reporting period to the qualified
public accountant engaged to conduct
the institution’s financial statement
audit. At a minimum, identify fees paid
for audit services, tax services, and
non-audit related services. The types of
non-audit services must be identified
and indicate audit committee approval
of the services.

(j) Financial statements. (1) Furnish fi-
nancial statements and related foot-
notes that have been prepared in ac-
cordance with generally accepted ac-
counting principles and instructions
and other requirements of the Farm
Credit Administration and that have
been audited in accordance with gen-
erally accepted auditing standards by a
qualified public accountant and an
opinion expressed thereon. The state-
ments shall include the following
statements and related footnotes for
the last 3 fiscal years: balance sheet,
statement of income, statement of
changes in protected borrower capital
and at-risk capital, and statement of
cash flows.

(2) State that the financial state-
ments were prepared under the over-
sight of the audit committee, identi-
fying the members of the audit com-
mittee.

(k) Credit and services to young, begin-
ning, and small farmers and ranchers and
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producers or harvesters of aquatic prod-
ucts. (1) Each direct lender association
must describe the YBS demographics
in its territory and the source of the
demographic data. If there are dif-
ferences in the methods by which the
demographic and YBS data are pre-
sented, these differences must be de-
scribed.

(2) Each direct lender association
must provide a description of its YBS
program, including a status report on
each program component as set forth
in §614.4165(c) of this chapter and the
definitions of ‘‘young,” ‘‘beginning,”
and ‘‘small”’ farmers and ranchers. The
discussion must provide such other in-
formation necessary for a comprehen-
sive understanding of the direct lender
association’s YBS program and its re-
sults.

(3) Each Farm Credit bank must in-
clude a summary report of the quan-
titative YBS data from its affiliated di-
rect lender associations as described in
FCA’s instructions for the annual YBS
yearend report. The report must in-
clude the definitions of ‘“‘young,” ‘‘be-
ginning,” and ‘‘small” farmers and
ranchers. A narrative report may be
necessary for an ample understanding
of the YBS mission results.

[61 FR 8656, Mar. 13, 1986, as amended at 69
FR 16471, Mar. 30, 2004; 70 FR 53909, Sept. 13,
2005; 71 FR 5764, Feb. 2, 2006; 71 FR 76119, Dec.
20, 2006; 72 FR 4414, Jan. 31, 2007; 74 FR 28599,
June 17, 2009; 75 FR 18744, Apr. 12, 2010; 77 FR
60597, Oct. 3, 2012; 78 FR 31834, May 28, 2013;
79 FR 17856, Mar. 31, 2014; 81 FR 49778, July
28, 2016]

§620.6 Disclosures in the annual re-
port to shareholders relating to di-
rectors and senior officers.

(a) General. (1) List the names of all
directors and senior officers of the in-
stitution, indicating the position title
and term of office of each director, and
the position, title, and date each senior
officer commenced employment in his
or her current position.

(2) Briefly describe the business expe-
rience during the past 5 years of each
director and senior officer, including
each person’s principal occupation and
employment during the past b years.

(3) For each director and senior offi-
cer, list any other business interest
where the director or senior officer
serves on the board of directors or as a
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senior officer. Name the position held
and state the principal business in
which the business is engaged.

(b) Compensation of directors. Describe
the arrangements under which direc-
tors of the institution are compensated
for all services as a director (including
total cash compensation and noncash
compensation). Noncash compensation
with an annual aggregate value of less
than $5,000 does not have to be re-
ported. State the total cash and report-
able noncash compensation paid to all
directors as a group during the last fis-
cal year. For the purposes of this para-
graph, disclosure of compensation paid
to and days served by directors applies
to any director who served in that ca-
pacity at any time during the report-
ing period. If applicable, describe any
exceptional circumstances justifying
the additional director compensation
as authorized by §611.400(c) of this
chapter. For each director, state:

(1) The number of days served at
board meetings;

(2) The total number of days served
in other official activities, including
any board committee(s);

(3) Any additional compensation paid
for service on a board committee, nam-
ing the committee; and

(4) The total cash and noncash com-
pensation paid to each director during
the last fiscal year. Reportable com-
pensation includes cash and the value
of noncash items provided by a third
party to a director for services ren-
dered by the director on behalf of the
reporting Farm Credit institution.
Noncash compensation with an annual
aggregate value of less than $5,000 does
not have to be reported.

(c) Compensation of senior officers. Dis-
close the information on senior officer
compensation and compensation plans
as required by this paragraph. The in-
stitution must disclose the total
amount of compensation paid to senior
officers in substantially the same man-
ner as the tabular form specified in the
Summary Compensation Table (Com-
pensation Table), located in paragraph
(c)(3) of this section.

(1) For each of the last 3 completed
fiscal years, report the total amount of
compensation paid and the amount of
each component of compensation paid
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to the institution’s chief executive offi-
cer (CEO), naming the individual. If
more than one person served in the ca-
pacity of CEO during any given fiscal
year, individual compensation disclo-
sures must be provided for each CEO.

(2) For each of the last 3 completed
fiscal years, report the aggregate
amount of compensation paid, and the
components of compensation paid, to
all senior officers as a group, stating
the number of officers in the group
without naming them.

(i) If applicable, when any employee
who is not a senior officer has annual
compensation at a level that is among
the five highest paid by the institution
during the reporting period, include
the highly compensated employee(s) in
the aggregate number and amount of
compensation reported in the Com-
pensation Table. However, exclude any
such employee from the Compensation
Table if the employee would be consid-
ered highly compensated solely be-
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cause of payments related to or
change(s) in value of the employee’s
qualified pension plan provided that
the plan was available to all similarly
situated employees on the same basis
at the time the employee joined the
plan.

(ii) The report containing the aggre-
gate compensation disclosure must in-
clude a statement that disclosure of in-
formation on the total compensation
paid during the last fiscal year to any
senior officer, or to any other employee
included in the aggregate, is available
and will be disclosed to shareholders of
the institution and shareholders of re-
lated associations (if applicable) upon
request. This statement must be lo-
cated directly beneath the Compensa-
tion Table.

(3) The institution must complete the
Compensation Table, or something sub-
stantially similar, according to the fol-
lowing instructions:

SUMMARY COMPENSATION TABLE

Annual
Name of individual or Deferred/
number in group Year Salary Bonus perquisite Other Total
(a) (b) (c) (d) (e) () (9)
CEO oo 20XX $ $ $ $ $
20XX
20XX
Aggregate No. of Senior
Officers (& other high-
ly compensated em-
ployees, if applicable):
(X) 20XX
X) . 20XX
(0.4 TR 20XX

(i) Amounts shown as ‘‘Salary’’ (col-
umn (c¢)) and ‘‘Bonus” (column (d))
must reflect the dollar value of salary
and bonus earned by the senior officer
during the fiscal year. Amounts con-
tributed during the fiscal year by the
senior officer pursuant to a plan estab-
lished under section 401(k) of the Inter-
nal Revenue Code, or similar plan,
must be included in the salary column
or bonus column, as appropriate. If the
amount of salary or bonus earned dur-
ing the fiscal year is not calculable by
the time the report is prepared, the re-
porting institution must provide its
best estimate of the compensation

amount(s) and disclose that fact in a
footnote to the table.

(ii) Amounts shown as ‘‘deferred/per-
quisites’” (column (e)) must reflect the
dollar value of other annual compensa-
tion not properly categorized as salary
or bonus, including but not limited to:

(A) Deferred compensation earned
during the fiscal year, whether or not
paid in cash; or

(B) Perquisites and other personal
benefits, including the value of
noncash items, unless the annual ag-
gregate value of such perquisites is less
than $5,000. Reportable perquisites in-
clude cash and the value of noncash
items provided by a third party to a
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senior officer for services rendered by
the officer on behalf of the reporting
institution.

(iii) Compensation amounts reported
under the category ‘‘Other’” (column
(f)) must reflect the dollar value of all
other compensation not properly re-
portable in any other column. Items re-
ported in this column must be specifi-
cally identified and described in a foot-
note to the table. ‘“‘Other’” compensa-
tion includes, but is not limited to:

(A) The amount paid to the senior of-
ficer pursuant to a plan or arrange-
ment in connection with the resigna-
tion, retirement, or termination of
such officer’s employment with the in-
stitution.

(B) The amount of contributions by
the institution on behalf of the senior
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officer to a vested or unvested defined
contribution plan unless the plan is
made available to all employees on the
same basis.

(C) The dollar value of any tax reim-
bursement provided by the institution.

(D) Any changes in the value of pen-
sion benefits.

(iv) Amounts displayed under
“Total” (column (g)) shall reflect the
sum total of amounts reported in col-
umns (¢), (d), (e), and (f).

(4) If the institution provides a de-
fined benefit plan or a supplemental
executive retirement plan (SERP) to
its senior officers, the institution must
complete the following Pension Bene-
fits Table, or something substantially
similar, for each plan according to the
following instructions:

PENSION BENEFITS TABLE

As of most recent fiscal year-end

Present value of | Payments made

Years of credited

Name of individual accumulated during reporting
service benefits period
CEO o | s $ $

Senior Officers as a Group (& other highly compensated employees,

if applicable).

(i) Report the credited years of serv-
ice for the CEO and the average cred-
ited years of service for the senior offi-
cer group under the plan.

(ii) Report the present value of accu-
mulated benefits for the CEO and the
senior officer group under the plan.

(iii) Report payments made during
the reporting period under the plan for
the CEO and the senior officer group.

(5) Provide a description of all com-
pensation, retirement, incentive, and
performance plans (plans) pursuant to
which cash or noncash compensation
was paid or distributed during the last
fiscal year, or is proposed to be paid or
distributed in the future for perform-
ance during the last fiscal year, to
those individuals included in the Com-
pensation Table. Provide the informa-
tion individually for the chief execu-
tive officer and as a group for the sen-
ior officers. Information provided for
the senior officer group includes any
highly compensated employees whose
compensation is reported in the Com-
pensation Table. The description of

each plan must include, but not be lim-
ited to:

(i) A summary of how each plan oper-
ates and who is covered by the plan.
The summary must include the criteria
used to determine amounts payable, in-
cluding any performance formula or
measure, as well as the time period
over which the measurement of com-
pensation will be determined, payment
schedules, and any material amend-
ments to the plan during the last fiscal
year.

(ii) The overall risk and reward
structure of the plan as it relates to
senior officers’ compensation. The de-
scription must include, at a minimum,
how each plan is compatible with and
promotes the institution’s goals and
business strategy and the mission as a
Government-sponsored enterprise.

(iii) A discussion of the relationship
between the CEO and senior officers’
compensation to the reporting institu-
tion’s overall performance. The disclo-
sure must also discuss the relationship
between the CEO’s and senior officers’
compensation to their performance.
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(6) Associations may disclose the in-
formation required by paragraph (c) of
this section in the Annual Meeting In-
formation Statement (AMIS) pursuant
to subpart E of this part. Associations
exercising this option must include a
reference in the annual report stating
that the senior officer compensation
information is included in the AMIS
and that the AMIS is available for pub-
lic inspection at the reporting associa-
tion offices pursuant to §620.2(b).

(d) Travel, subsistence, and other re-
lated expenses. (1) Briefly describe your
policy addressing reimbursements for
travel, subsistence, and other related
expenses as it applies to directors and
senior officers. The report shall include
a statement that a copy of the policy is
available to shareholders of the insti-
tution and shareholders of related asso-
ciations (if applicable) upon request.

(2) For each of the last 3 fiscal years,
state the aggregate amount of reim-
bursement for travel, subsistence, and
other related expenses for all directors
as a group.

(e) Transactions with senior officers
and directors. (1) State the institution’s
policies, if any, on loans to and trans-
actions with officers and directors of
the institution.

(2) Transactions other than loans. For
each person who served as a senior offi-
cer or director on January 1 of the year
following the fiscal year of which the
report is filed, or at any time during
the fiscal year just ended, describe
briefly any transaction or series of
transactions other than loans that oc-
curred at any time since the last an-
nual meeting between the institution
and such person, any member of the
immediate family of such person, or
any organization with which such per-
son is affiliated.

(i) For transactions relating to the
purchase or retirement of preferred
stock issued by the institution, state
the name of each senior officer or di-
rector that held preferred stock issued
by the institution during the reporting
period, the current amount of preferred
stock held by the senior officer or di-
rector, the average dividend rate on
the preferred stock currently held, and
the amount of purchases and retire-
ments by the individual during the re-
porting period.
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(ii) For all other transactions, state
the name of the senior officer or direc-
tor who entered into the transaction or
whose immediate family member or af-
filiated organization entered into the
transaction, the nature of the person’s
interest in the transaction, and the
terms of the transaction. No informa-
tion need be given where the purchase
price, fees, or charges involved were de-
termined by competitive bidding or
where the amount involved in the
transaction (including the total of all
periodic payments) does not exceed
$5,000, or the interest of the person
arises solely as a result of his or her
status as a stockholder of the institu-
tion and the benefit received is not a
special or extra benefit not available to
all stockholders.

(3) Loans to senior officers and direc-
tors. (i) To the extent applicable, state
that the institution (or in the case of
an association that does not carry
loans to its senior officers and direc-
tors on its books, its related bank) has
had loans outstanding during the last
full fiscal year to date to its senior of-
ficers and directors, their immediate
family members, and any organizations
with which such senior officers or di-
rectors are affiliated that:

(A) Were made in the ordinary course
of business; and

(B) Were made on the same terms, in-
cluding interest rate, amortization
schedule, and collateral, as those pre-
vailing at the time for comparable
transactions with other persons.

(ii) To the extent applicable, state
that no loan to a senior officer or di-
rector, or to any organization affiliated
with such person, or to any immediate
family member who resides in the same
household as such person or in whose
loan or business operation such person
has a material financial or legal inter-
est, involved more than the normal
risk of collectability; provided that no
such statement need be made with re-
spect to any director or senior officer
who has resigned before the time for
filing the applicable report with the
Farm Credit Administration (but in no
case later than the actual filing), or
whose term of office will expire or ter-
minate no later than the date of the
meeting of stockholders to which the
report relates.

246



Farm Credit Administration

(iii) If the conditions stated in para-
graphs (e)(3)(i) and (ii) of this section
do not apply to the loans of the persons
or organizations specified therein, with
respect to such loans state:

(A) The name of the officer or direc-
tor to whom the loan was made or to
whose relative or affiliated organiza-
tion the loan was made.

(B) The largest aggregate amount of
each indebtedness outstanding at any
time during the last fiscal year.

(C) The nature of the loan(s);

(D) The amount outstanding as of the
latest practicable date.

(E) The reasons the loan does not
comply with the criteria contained in
paragraphs (e)(3)(i) and (e)(3)(ii) of this
section.

(F) If the loan does not comply with
paragraph (e)(3)(i)(B) of this section,
the rate of interest payable on the loan
and the repayment terms.

(G) If the loan does not comply with
paragraph (e)(3)(ii) of this section, the
amount past due, if any, and the reason
the loan is deemed to involve more
than a normal risk of collectability.

(f) Involvement in certain legal pro-
ceedings. Describe any of the following
events that occurred during the past 5
years and that are material to an eval-
uation of the ability or integrity of any
person who served as director or senior
officer on January 1 of the year fol-
lowing the fiscal year for which the re-
port is filed or at any time during the
fiscal year just ended:

(1) A petition under the Federal
bankruptcy laws or any State insol-
vency law was filed by or against, or a
receiver, fiscal agent, or similar officer
was appointed by a court for the busi-
ness or property of such person, or any
partnership in which such person was a
general partner at or within 2 years be-
fore the time of such filing, or any cor-
poration or business association of
which such person was a senior officer
at or within 2 years before the time of
such filing;

(2) Such person was convicted in a
criminal proceeding or is a named
party in a pending criminal proceeding
(excluding traffic violations and other
misdemeanors);

(3) Such person was the subject of
any order, judgment, or decree, not
subsequently reversed, suspended, or
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vacated, by any court of competent ju-
risdiction, permanently or temporarily
enjoining or otherwise limiting such
person from engaging in any type of
business practice.

[77 FR 60597, Oct. 3, 2012, as amended at 79 FR
17856, Mar. 31, 2014; 80 FR 10326, Feb. 26, 2015]

Subpart C—Quarterly Report

§620.10 Preparing the quarterly re-
port.

(a) Each institution of the Farm
Credit System must:

(1) Prepare and send to the Farm
Credit Administration an electronic
copy of its quarterly report within 40
calendar days after the end of each fis-
cal quarter, except that no report need
be prepared for the fiscal quarter that
coincides with the end of the fiscal
year of the institution;

(2) Publish a copy of its quarterly re-
port on its Web site when it electroni-
cally sends the report to the Farm
Credit Administration; and

(3) Ensure the report complies with
the applicable provisions of §§620.2 and
620.3.

(b) The report shall contain, at a
minimum, the information specified in
§620.11 and, in addition, such other ma-
terial information (including signifi-
cant events) as is necessary to make
the required disclosures, in light of the
circumstances under which they are
made, not misleading.

(c) Institutions may use the quar-
terly report to deliver any notice re-
quired under §620.15. Notices required
under §620.17 must be issued separately
from the quarterly report, unless oth-
erwise authorized by the Farm Credit
Administration.

[62 FR 15093, Mar. 31, 1997, as amended at 71
FR 76120, Dec. 20, 2006; 74 FR 28600, June 17,
2009; 77 FR 60600, Oct. 3, 2012]

§620.11 Content of quarterly report to
shareholders.

(a) General. The information required
to be included in the quarterly report
may be presented in any format
deemed suitable by the institution, ex-
cept as otherwise required by this sec-
tion. The report must be organized in
an easily understandable format and
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not presented in a manner that is mis-
leading.

(b) Rules for condensation. For pur-
poses of this section, major captions to
be provided in the financial statements
are the same as those provided in the
financial statements contained in the
institution’s annual report to share-
holders, except that the financial
statements included in the quarterly
report may be condensed into major
captions in accordance with the rules
prescribed under this paragraph. If any
amount that would otherwise be re-
quired to be shown by this subpart with
respect to any item is not material, it
need not be separately shown. The
combination of insignificant items is
permitted.

(1) Interim balance sheets. When any
major balance sheet caption is less
than 10 percent of total assets and the
amount in the caption has not in-
creased or decreased by more than 25
percent since the end of the preceding
fiscal year, the caption may be com-
bined with others.

(2) Interim statements of income. When
any major income statement caption is
less than 15 percent of average net in-
come for the 3 most recent fiscal years
and the amount in the caption has not
increased or decreased by more than 20
percent since the corresponding in-
terim period of the preceding fiscal
year, the caption may be combined
with others. In calculating average net
income, loss years should be excluded.
If losses were incurred in each of the 3
most recent fiscal years, the average
loss shall be used for purposes of this
test.

(3) The interim financial information
shall include disclosure either on the
face of the financial statements or in
accompanying footnotes sufficient to
make the interim information pre-
sented not misleading. Institutions
may presume that users of the interim
financial information have read or
have access to the audited financial
statements for the preceding fiscal
year and the adequacy of additional
disclosure needed for a fair presen-
tation may be determined in that con-
text. Accordingly, footnote disclosure
that would substantially duplicate the
disclosure contained in the most recent
audited financial statements (such as a
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statement of significant accounting
policies and practices), and details of
accounts that have not changed signifi-
cantly in amount or composition since
the end of the most recent completed
fiscal year may be omitted. However,
disclosure shall be provided of events
occurring subsequent to the end of the
most recent fiscal year that have a ma-
terial impact on the institution. Dis-
closures should encompass, for exam-
ple, significant changes since the end
of the most recently completed fiscal
year in such items as accounting prin-
ciples and practices; estimates inher-
ent in the preparation of financial
statements; status of long-term con-
tracts; capitalization, including signifi-
cant new indebtedness or modification
of existing financing agreements; and
the reporting entity resulting from
business combinations or dispositions.

(4) The interim financial statements
furnished shall reflect all adjustments
that are, necessary to a fair statement
of the results for the interim periods
presented. A statement to that effect
shall be included. Furnish any material
information necessary to make the in-
formation called for not misleading,
such as a statement that the results for
interim periods are not necessarily in-
dicative of results to be expected for
the year.

(c) Required content. A quarterly re-
port must, at a minimum, contain the
following items:

(1) Management’s discussion and anal-
ysis of financial condition and results of
operations. Discuss material changes, if
any, to the information provided to
shareholders pursuant to §620.5(g) that
have occurred during the periods speci-
fied in paragraphs (c)(2)(i) and (ii) of
this section. Such additional informa-
tion as is needed to enable the reader
to assess material changes in financial
condition and results of operations be-
tween the periods specified in para-
graphs (c)(2)(i) and (ii) of this section
shall be provided.

(1) Material changes in financial condi-
tion. Discuss any material changes in
financial condition from the end of the
preceding fiscal year to the date of the
most recent interim balance sheet pro-
vided. If the interim financial state-
ments include an interim balance sheet
as of the corresponding interim date of
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the preceding fiscal year, any material
changes in financial conditions from
that date to the date of the most re-
cent interim balance sheet provided
also shall be discussed. If discussions of
changes from both the end and the cor-
responding interim date of the pre-
ceding fiscal year are required, the dis-
cussions may be combined at the dis-
cretion of the institution.

(ii) Material changes in results of oper-
ations. Discuss any material changes in
the institution’s results of operations
with respect to the most recent fiscal
year-to-date period for which an in-
come statement is provided and the
corresponding year-to-date period of
the preceding fiscal year. Such discus-
sion also shall cover material changes
with respect to that fiscal quarter and
the corresponding fiscal quarter in the
preceding fiscal year. In addition, if
the institution has elected to provide
an income statement for the 12-month
period ended as of the date of the most
recent interim balance sheet provided,
the discussion also shall cover material
changes with respect to that 12-month
period and the 12-month period ended
as of the corresponding interim balance
sheet date of the preceding fiscal year.

(2) Interim financial statements. The
following financial statements must be
provided:

(i) An interim balance sheet as of the
end of the most recent fiscal quarter
and as of the end of the preceding fiscal
year. A balance sheet for the com-
parable quarter of the preceding fiscal
year is optional.

(ii) Interim statements of income for
the most recent fiscal quarter, for the
period between the end of the preceding
fiscal year and the end of the most re-
cent fiscal quarter, and for the com-
parable periods for the previous fiscal
year.

(iii) Interim statements of changes in
protected borrower capital and at-risk
capital for the period between the end
of the preceding fiscal year and the end
of the most recent fiscal quarter, and
for the comparable period for the pre-
ceding fiscal year.

(iv) For banks, interim statements of
cash flows for the period between the
end of the preceding fiscal year and the
end of the most recent fiscal quarter,
and for the comparable period for the

§620.15

preceding fiscal year. For associations,
interim statements of cash flows are
optional.

(3) Other related financial items. State
that the financial statements were pre-
pared under the oversight of the audit
committee. The interim financial in-
formation need not be audited or re-
viewed by a qualified public account-
ant or external auditor prior to filing.
If, however, a review of the data is
made in accordance with the estab-
lished professional standards and pro-
cedures for such a review, the institu-
tion may state that a qualified public
accountant or external auditor has per-
formed such a review under the super-
vision of the institution’s audit com-
mittee. If such a statement is made,
the report of a qualified public ac-
countant or external auditor on such
review must accompany the interim fi-
nancial information.

(d) Notices. Institutions using the
quarterly report to deliver any notice
required under §620.15 must put the no-
tice information at the beginning of
the quarterly report. The notice must
be conspicuous and may not be part of
any footnotes to the quarterly report.

[61 FR 21341, June 12, 1986, as amended at 53
FR 3337, Feb. 5, 1988. Redesignated and
amended at 56 FR 29421, 29424, June 27, 1991;
67 FR 16633, Apr. 8, 2002; 71 FR 5765, Feb. 2,
2006; 74 FR 28600, June 17, 2009; 77 FR 60600,
Oct. 3, 2012]

Subpart D—Notice to
Shareholders

SOURCE: 62 FR 15093, Mar. 31, 1997, unless
otherwise noted.

§620.15 Notice of significant or mate-
rial events.

When a Farm Credit bank or associa-
tion determines that it has a signifi-
cant or material event, the institution
must prepare and provide to its share-
holders and the Farm Credit Adminis-
tration a notice disclosing the event(s).

(a) Bach bank and association board
of directors must establish and main-
tain a policy identifying the categories
and types of events that may result in
a notice under this section. At a min-
imum, events covered under this provi-
sion include significant events defined
in §620.1(q) and material events defined
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in §620.1(h). The policy must identify
how the significance or materiality of
an event will be determined.

(b) A notice issued under this section
must be made as soon as possible, but
not later than 90 days after occurrence
of the event.

(1) Each institution must electroni-
cally provide the notice to the Farm
Credit Administration at the same
time as distribution of the notice to
shareholders.

(2) Delivery of the notice to share-
holders may be accomplished by direct
communications with the shareholders,
posting the notice on the institution’s
Web site, as part of the quarterly re-
port to shareholders, or by publishing
the notice in any publication with cir-
culation wide enough to reasonably as-
sure that all of the institution’s share-
holders have access to the information
in a timely manner. No matter how the
notice is distributed, it must comply
with all the provisions of this section.

(c) Every notice must be dated and
signed in a manner similar to the re-
quirements of §620.3(b).

(d) The information required to be in-
cluded in a notice issued under this
section must be conspicuous, easily un-
derstandable, complete, accurate, and
not misleading.

(e) A Farm Credit System institution
may be required to issue a notice under
this section at the direction of the
Farm Credit Administration.

[77 FR 60600, Oct. 3, 2012]

§620.17 Special notice provisions for
events related to noncompliance
with minimum regulatory capital
ratios.

(a) For purposes of this section,
“‘regulatory capital ratios’ include the
capital ratios specified in §628.10 of this
chapter and the permanent capital
standard prescribed under §615.5205 of
this chapter.

(b) When a Farm Credit bank or asso-
ciation determines that it is not in
compliance with one or more applica-
ble minimum regulatory capital ratios,
that institution must prepare and pro-
vide to its shareholders and the FCA a
notice stating that the institution has
initially determined it is not in com-
pliance with the minimum regulatory
capital ratio or ratios. Such notice
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must be given within 30 days following
the month end.

(c) When notice is given under para-
graph (b) of this section, the institu-
tion must also notify its shareholders
and the FCA when the regulatory cap-
ital ratio or ratios that are the subject
of such notice decrease by one half of 1
percent or more from the level re-
ported in the original notice, or from
that reported in a subsequent notice
provided under this paragraph (c). This
notice must be given within 45 days fol-
lowing the end of every quarter at
which the institution’s regulatory cap-
ital ratio or ratios decrease as speci-
fied.

(d) Each institution required to pre-
pare a notice under paragraph (b) or (c)
of this section shall provide the notice
to shareholders or publish it in any
publication with circulation wide
enough to be reasonably assured that
all of the institution’s shareholders
have access to the information in a
timely manner. The information re-
quired to be included in this notice
must be conspicuous, easily under-
standable, and not misleading.

(e) A notice, at a minimum, shall in-
clude:

(1) A statement that:

(i) Briefly describes the minimum
regulatory capital ratios established by
the FCA and the notice requirement of
paragraph (b) of this section;

(ii) Indicates the institution’s cur-
rent level of capital; and

(iii) Notifies shareholders that the in-
stitution’s capital is below the FCA
minimum regulatory capital ratio or
ratios.

(2) A statement of the effect that
noncompliance has had on the institu-
tion and its shareholders, including
whether the institution is currently
prohibited by statute or regulation
from retiring stock or distributing
earnings or whether the FCA has
issued a capital directive or other en-
forcement action to the institution.

(3) A complete description of any
event(s) that may have significantly
contributed to the institution’s non-
compliance with the minimum regu-
latory capital ratio or ratios.

(4) A statement that the institution
is required by regulation to provide an-
other notice to shareholders within 45
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days following the end of any subse-
quent quarter at which the regulatory
capital ratio or ratios decrease by one
half of 1 percent or more from the level
reported in the notice.

[81 FR 49778, July 28, 2016]

Subpart E—Annual Meeting Infor-
mation Statements and Other
Information To Be Furnished in

Connection  with  Annual
Meetings and Director Elec-
tions

§620.20 Preparing and distributing
the information statement.

(a)(1) Each Farm Credit bank and as-
sociation must prepare and provide an
information statement (‘‘statement”
or “AMIS”) to its shareholders at least
10 business days, but not more than 30
business days, before any annual meet-
ing or any director elections.

(2) Bach Farm Credit bank and asso-
ciation must provide the Farm Credit
Administration an electronic copy of
the AMIS when issued.

(3) In addition to the mailed AMIS,
each Farm Credit bank and association
may post its AMIS on its Web site. Any
AMIS posted on an institution’s Web
site must remain on the Web site for a
reasonable period of time, but not less
than 30 calendar days.

(b) Every AMIS must be dated and
signed in accordance with the require-
ments of §620.3(b) of this part.

(c) Every AMIS must be available for
public inspection at all offices of the
issuing institution pursuant to
§620.2(b) of this part.

[75 FR 18744, Apr. 12, 2010]

§620.21 Contents of the information
statement.

(a) An AMIS must, at a minimum,
address the following items:

(1) Date, time, and place of the meet-
ing(s). Notice of the date, time, and
meeting location(s) must be provided
at least 10 business days, but no more
than 30 business days, before the meet-
ing. If the Farm Credit bank or asso-
ciation will use an online meeting
space as part of its meeting, the notice
must also specify the date, time, and
means of accessing the online meeting
space. This information does not need
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to be part of an AMIS issued by a Farm
Credit bank if no meeting is held.

(2) Voting shareholders. For each class
of stock entitled to vote at the meet-
ing, state the number of shareholders
entitled to vote and, when shareholders
are asked to vote on preferred stock,
the number of shares entitled to vote.
State the record date as of which the
shareholders entitled to vote will be
determined and the voting require-
ments for each matter to be voted
upon. If association directors are nomi-
nated or elected by region, describe the
regions and state the number of voting
shareholders entitled to vote in each
region.

(3) Financial updates. BEach AMIS
must reference the most recently
issued annual report required by sub-
part B of this part. The AMIS must
also include such other information
considered material and necessary to
make the required contents of the
AMIS, in light of the circumstances
under which it is made, not misleading.

(i) If any transactions between the
institution and its senior officers and
directors of the type required to be dis-
closed in the annual report to share-
holders under §620.6(e), or any of the
events required to be disclosed in the
annual report to shareholders under
§620.6(f) have occurred since the end of
the last fiscal year and were not dis-
closed in the annual report to share-
holders, the disclosures required by
§620.6(e) and (f) shall be made with re-
spect to such transactions or events in
the information statement. If any ma-
terial change in the matters disclosed
in the annual report to shareholders
pursuant to §620.6(e) and (f) has oc-
curred since the annual report to
shareholders was prepared, disclosure
shall be made of such change in the in-
formation statement.

(ii) If a Farm Credit institution has
had a change or changes in its external
auditor(s) since the last annual report
to shareholders, or if a disagreement
with an external auditor has occurred,
the institution shall disclose the infor-
mation required by §621.4(c) and (d) of
this chapter.

(4) Directors. State the names and
ages of persons currently serving as di-
rectors of the institution, their terms
of office, and the periods during which
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such persons have served. Institutions
must also state the type or types of ag-
riculture or aquaculture engaged in by
each director. No information need be
given with respect to any director
whose term of office as a director will
not continue after any meeting to
which the statement relates.

(i) Identify by name any incumbent
director who attended fewer than 75
percent of the board meetings or any
meetings of board committees on
which he or she served during the last
fiscal year.

(ii) If any director resigned or de-
clined to stand for reelection since the
last annual meeting because of a policy
disagreement with the board, and if the
director has provided a notice request-
ing disclosure of the nature of the dis-
agreement, state the date of the direc-
tor’s resignation and summarize the di-
rector’s description of the disagree-
ment. If the institution holds a dif-
ferent view of the disagreement, the in-
stitution’s view may be summarized as
well.

(b) An AMIS issued for director elec-
tions must also include the informa-
tion required by this paragraph.

(1) Provide the nominating commit-
tee’s slate of director-nominees. If
fewer than two director-nominees for
each position are named, describe the
efforts of the nominating committee to
locate two willing nominees.

(2) Provide, as part of the AMIS, the
director-nominee disclosure informa-
tion collected under §611.330 of this
chapter. Institutions may either re-
state such information in a standard
format or provide complete copies of
each nominee’s disclosure statement.

(3) State whether nominations will be
accepted from the floor and explain the
procedures for making floor nomina-
tions.

(c) When the nominating committee
will be elected during director elec-
tions, notice to voting shareholders of
this event must be included in the
AMIS. The AMIS must describe the
balloting procedures that will be used
to elect the nominating committee, in-
cluding whether floor nominations for
committee members will be permitted.
The AMIS must state the number of
committee positions to be filled and
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the names of the nominees for the com-
mittee.

(d) If shareholders are asked to vote
on matters not normally required to be
submitted to shareholders for approval,
the AMIS must describe fully the ma-
terial circumstances surrounding the
matter, the reason shareholders are
asked to vote, and the vote required for
approval of the proposition. The AMIS
must describe any other matter that
will be discussed at the meeting upon
which shareholder vote is not required.

[75 FR 18744, Apr. 12, 2010, as amended at 77
FR 60601, Oct. 3, 2012]

Subpart F—Bank and Association
Audit and Compensation
Committees

SOURCE: 71 FR 5766, Feb. 2, 2006, unless oth-
erwise noted.

§620.30 Audit committees.

Each Farm Credit bank and associa-
tion must establish and maintain an
audit committee. An audit committee
is established by adopting a written
charter describing the committee’s
composition, authorities, and respon-
sibilities in accordance with this sec-
tion. All audit committees must main-
tain records of meetings, including at-
tendance, for at least 3 fiscal years.

(a) Composition. Each member of an
audit committee must be a member of
the Farm Credit institution’s board of
directors. An audit committee may not
consist of less than three members and
must include any director designated
as a financial expert under
§611.210(a)(2) of this chapter. All audit
committee members should be knowl-
edgeable in at least one of the fol-
lowing: Public and corporate finance,
financial reporting and disclosure, or
accounting procedures.

(b) Independence. Every audit com-
mittee member must be free from any
relationship that, in the opinion of the
board, would interfere with the exer-
cise of independent judgment as a com-
mittee member.

(c) Resources. Farm Credit institu-
tions must permit their audit commit-
tees to contract for independent legal
counsel and expert advisors. If an insti-
tution hires a financial expert advisor
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pursuant to §611.210(a)(2), that advisor
will also serve as an advisor to the
audit committee. Each institution is
responsible for providing monetary and
nonmonetary resources to enable its
audit committee to contract for exter-
nal auditors, outside advisors, and or-
dinary administrative expenses. A two-
thirds majority vote of the full board
of directors is required to deny an
audit committee’s request for re-
sources.

(d) Duties. BEach audit committee
must report only to the board of direc-
tors. In its capacity as a committee of
the board, the audit committee is re-
sponsible for the following:

(1) Financial reports. Each audit com-
mittee must oversee management’s
preparation of the report to share-
holders; review the impact of any sig-
nificant accounting and auditing devel-
opments; review accounting policy
changes relating to preparation of fi-
nancial statements; and review annual
and quarterly reports prior to release.
After the audit committee reviews a fi-
nancial policy, procedure, or report, it
must record in its minutes its agree-
ment or disagreement with the itemd(s)
under review.

(2) External auditors. The external
auditor must report directly to the
audit committee. Each audit com-
mittee must:

(i) Determine the appointment, com-
pensation, and retention of external
auditors issuing audit reports of the in-
stitution;

(ii) Review the external auditor’s
work;

(iii) Give prior approval for any non-
audit services performed by the exter-
nal auditor, except the audit com-
mittee may not approve those non-
audit services specifically prohibited
by FCA regulation; and

(iv) Comply with the auditor inde-
pendence provisions of part 621 of this
chapter.

(3) Internal controls. Each audit com-
mittee must oversee the institution’s
system of internal controls relating to
preparation of financial reports, in-
cluding controls relating to the insti-
tution’s compliance with applicable
laws and regulations. Any internal
audit functions of the institution must
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also be subject to audit committee re-
view and supervision.

[63 FR 50339, Dec. 15, 1988, as amended at 71
FR 76120, Dec. 20, 2006]

§620.31 Compensation committees.

Each Farm Credit bank and associa-
tion must establish and maintain a
compensation committee by adopting a
written charter describing the commit-
tee’s composition, authorities, and re-
sponsibilities in accordance with this
section. The compensation committee
must report only to the board of direc-
tors. All compensation committees are
required to maintain records of meet-
ings, including attendance, for at least
3 fiscal years.

(a) Composition. Each compensation
committee must consist of at least
three members and all committee
members must be members of the insti-
tution’s board of directors. Every mem-
ber must be free from any relationship
that, in the opinion of the board, would
interfere with the exercise of inde-
pendent judgment as a committee
member.

(b) Responsibilities. It is the responsi-
bility of each compensation committee
to review the compensation policies
and plans for senior officers and em-
ployees and to approve the overall
compensation program for senior offi-
cers. In fulfilling its respomnsibilities,
the compensation committee must doc-
ument that it determined the:

(1) Institution’s projected long-term
compensation and retirement benefit
obligations are appropriate to the serv-
ices performed and not excessive;

(2) Incentive-based compensation
programs and payments are reasonable
and proportionate to the services per-
formed and structured so the payout
schedule considers the potential for fu-
ture losses or undue risks to the insti-
tution;

(3) Senior officer compensation, in-
centive, and benefit programs support
the institution’s long-term business
strategy and mission, as well as pro-
mote safe and sound business practices;
and

(4) Compensation programs designed
for specific groups of employees, other
than senior officers, pose no imprudent
risks to the institution.
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(c) Resources. Each institution must
provide monetary and nonmonetary re-
sources to enable its compensation
committee to perform its duties.

[77 FR 60601, Oct. 3, 2012]

PART 621—ACCOUNTING AND
REPORTING REQUIREMENTS

Subpart A—Purpose and Definitions

Sec.
621.1 Purpose and applicability.
621.2 Definitions.

Subpart B—General Rules

621.3 Application of generally accepted ac-
counting principles.

621.4 Audit by qualified public accountant.

621.5 Accounting for the allowance for loan
losses and chargeoffs.

Subpart C—Loan Performance and
Valuation Assessment

621.6 Categorizing high-risk loans and other
property owned.

621.7 Rule of aggregation.

621.8 Application of payments and income
recognition on nonaccrual loans.

621.9 Reinstatement to accrual status.

621.10 Monitoring of performance categories
and other property owned.

Subpart D—-Reports of Condition and
Performance and Accounts and Exposures

621.12 Reports of condition and perform-
ance.

621.13 Content and standards—general rules.

621.14 Certification of correctness.

621.15 Reports of accounts and exposures.

Subpart E—Auditor Independence

621.30 General.
621.31 Non-audit services.
621.32 Conflicts of interest and rotation.

AUTHORITY: Secs. 4.12(b)(5), 4.14, 4.14A,
4.14D, 5.17, 5.22A, 8.11 of the Farm Credit Act
(12 U.S.C. 2183, 2202, 2202a, 2202d, 2252, 2257a,
2279aa-11); sec. 514 of Pub. L. 102-552.

SOURCE: 58 FR 48786, Sept. 20, 1993, unless
otherwise noted.

Subpart A—Purpose and
Definitions

§621.1 Purpose and applicability.

This part sets forth accounting and
reporting requirements to be followed
by all banks, associations, and service
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corporations chartered under the Act;
the Federal Farm Credit Banks Fund-
ing Corporation; and, where specifi-
cally indicated, the Federal Agricul-
tural Mortgage Corporation. The re-
quirements set forth in this part are of
both general and specific applicability.
Certain requirements focus on areas of
financial condition and operating per-
formance that are of special impor-
tance for generating, presenting, and
disclosing accurate and reliable infor-
mation.

[68 FR 48786, Sept. 20, 1993, as amended at 78
FR 31835, May 28, 2013]

§621.2 Definitions.

For the purposes of this part, the fol-
lowing definitions shall apply:

Accounts and exposures means data re-
lated to any loan, lease, letter of cred-
it, derivative, or, any other asset, li-
ability, other balance sheet account, or
off-balance-sheet exposure of a System
institution.

Accrual basis of accounting means the
accounting method in which expenses
are recorded when incurred, whether
paid or unpaid, and income is reported
when earned, whether received or not
received.

Adequately secured means the loan is
secured by either or both:

(1) Collateral in the form of perfected
security interests in, or pledges of, real
and/or personal property (including se-
curities with an estimable value) hav-
ing a net realizable value sufficient to
repay the loan’s outstanding principal
and accrued interest.

(2) The guarantee of a financially re-
sponsible party in an amount sufficient
to repay the loan’s outstanding prin-
cipal and accrued interest.

Banks and associations mean all Farm

Credit Banks, Agricultural -credit
banks, and associations.
Borrowing entity means the indi-

vidual(s), partnership, joint venture,
trust, corporation, or other business
entity, or any combination thereof,
that is primarily obligated on the loan
instrument.

Central data repository means a cen-
tral data warehouse that electronically
collects and stores current and histor-
ical data and is created by integrating
data from one or more disparate
sources.
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